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1. Introduction

Good morning M. Chairman and Senators and thank you for the
opportunity to appear before you to discuss section 706, the
recent section 706 petitions filed at the FCC, and nost
importantly how these matters relate to the devel opnment of robust
and sustai nable conpetition in the area of advanced data

servi ces. My nanme is Charles McMnn and | amthe founder

Presi dent and Chief Executive Oficer of Covad Communi cations
Conmpany (Covad), a conpetitive |local exchange carrier (CLEC) that
of fers high speed digital tel ecommunications services over
existing local tel ephone lines in conpetition with the existing

i ncunbent | ocal exchange carrier (ILEC). | am here today on
behal f of the Association of Local Tel econmuni cati ons Servi ces,
better known as ALTS. ALTS represents facilities-based
conmpetitors in the | ocal telecomrunications market offering

voi ce, data, internet and other advanced technol ogi cal services.

In particular, | will discuss the realities of conpetition today




as Covad and ot her CLECs depl oy DSL technology in |ocal markets
nati onwi de and what actions nmust occur in order to bring true
conpetition to the advanced data services narket. But first |et

me tell you about ny conpany.

Covad is a Silicon Valley-based CLEC that is focused on depl oyi ng
packet - swi t ched, high-bandw dth digital subscriber line (or *
DSL”) based tel ecomruni cations services in residential and

busi ness nei ghborhoods. In particular, Covad offers high speed
access solutions that connect corporations to the honme of

enpl oyees who tel ecomrute and busi nesses to their internet
service provider. Qur services provide conmmunications speeds up
to 1.5 mllion bits per second, fifty tinmes faster than a nornal
anal og nmodem Covad is one of a new generation of CLECs that is
i ntent upon the depl oynment of DSL-based tel ecomrunications
services over our own facilities or in conmbination with |LEC

unbundl ed | oops to residential areas and business districts.

Covad exists today because of the Tel econmuni cations Act of 1996.
Founded only ni neteen nonths ago, Covad today enpl oys al nbst 100
peopl e, has raised over $150 nmillion in capital, and has
commercially deployed the nation’s | argest DSL network, which
passes over a mllion homes and businesses in the San Francisco
Bay Area. Last nonth, Covad announced that it will expand its
network in 1998 to five additional metropolitan regions,

i ncl udi ng Boston, Los Angel es, New York, Seattle and the




Washi ngt on, DC area. Since our business plan focuses upon
providing service to renote “tel ecommuters” and i nternet service
provi ders, Covad's network extends to residential areas. As a
result, our entry is consistent with Congress’s goal that
advanced tel ecommuni cations services becone available “to al

Anericans.”

But now it is time for the ILECs to conply with the Act, the
antitrust laws and the conmitnents they have nmade to conpanies
such as Covad in interconnection agreenents. |f the ILECs fully
comply with the letter and the spirit of the | aw and cease in
engaging in practices that artificially restrict the scope of our
entry into residential neighborhoods, conpetitors such as Covad
and ot her nenbers of ALTS will bring these advanced services to

all Anmericans, as envisioned by section 706.

Unlike alnost all ILECs -- whose focus in this narket appears to
be limted to high end busi ness custoners, trials and calls for *
regulatory relief” -- Covad has al ready depl oyed DSL services
extensively in a commercial setting in California. Unless
unreasonably hindered by ILECs, Covad will be able to offer its

i nnovative ‘al ways on’ DSL services to over twenty percent of the
hones and busi nesses in the United States by the end of 1999.

And we will not stop there. Covad will be the first

facilities-based carrier to enter nore than half of the




resi denti al nei ghborhoods that we have targeted.

I1. The Nature of Competition for Advanced Telecommunications

Services

Covad supports the Congressional policy behind Section 706 of the
1996 Act. Indeed, Covad’'s sole goal is to nmake that policy a
reality by depl oyi ng advanced t el econmuni cati ons services rapidly
t hroughout the United States. The best way to achieve this

| audabl e goal is by ensuring that |ocal conpetition can devel op
and thrive. Only the conditions of true facilities-based
conpetition will lead to the rapid and conti nuous construction of
state of the art, advanced tel econmuni cati ons networks. It is
clear fromthe explosive growmh in the conputer industry that *
open platforns” - through which innovative conpetitors can
devel op new and rival hardware or software applications - best
serve this econony’s insatiable demand for conputer processing
power and information technology. Entrepreneurial conpanies |ike
Covad seek to bring that sane innovation and drive to the

t el ecommuni cati ons industry.

Tradi tional, nonopoly regulation can never replicate the
conditions of a conpetitive market. |Instead, regul ation nust
focus upon ensuring that incunbent networks are open to

conpetitive provision of services and renoving the barriers that




stand in the way of conpetitive rivalry in this industry. The
1996 Act was designed to pronote conpetition, and now we mnust

ensure that |ILECs conply with this Congressional objective.

Covad views section 706 as a backstop to the mmjor | ocal
conmpetition sections of the 1996 Act. That is, if the other
provi sions of the Act, such as sections 251 and 252, once fully
i mpl erent ed, are sonehow are not bringing about the congressiona
goal, then section 706 would cone into play to see why we are
falling short. That is not the case today. Rat her, |LEC
actions to preclude conpetition is what is hol ding back the

expl osi on of broadband services to all Anericans.

Therefore, Covad strongly believes that | LECs should live up to
the terns and conditions in the 1996 Act and current

i nterconnection agreenents. Sections 251, 252, 271 and 272 --
t he bedrock conpetition provisions of the 1996 Act -- remain the
law of the land. |If ILECs live up to the law and their
commtments, no regulatory deals will need to be cut to ensure

t hat broadband services be depl oyed.

As | will discuss nore fully bel ow, Covad’s experience regarding
physi cal collocation practices, and the availability and

provi sioni ng of DSL-conpati bl e unbundl ed | oops reveals | LECs have
failed to comply with and fully inplenent the 1996 Act,

especially as the Act relates to broadband services.




Therefore, while ILECs tal k about conpetition and broadband

depl oynment, they have no real idea of what robust conpetition is
about. They rely upon placid, static nethods of economc

anal ysis, which virtually ignore the inpact that a conpetitive
mar ket will have on innovation and depl oyment of new services.

As Avram M I ler, Vice President of Business Devel opnment of Intel
Corporation stated “their strategy for tonorrow is to nake today

| ast”, Forbes Magazine, February 13, 1998. The |ILEC section 706
petitions denonstrate that they long for the good old days of the
nmonopol y dictating what is best for the consuner, controlling the

destiny of advanced data services.

For exanpl e, |SDN technol ogy has been around for over 20 years
but wi despread | LEC depl oyment cane only in the past few years.
DSL has been used by |ILECs for several years to provide expensive
services to businesses but | LECs have not focused upon
residential, consunmer DSL services until only recently. The

| LECs fear of the uncertain in terms of market success and
recovery of investment prevented these technol ogies from bei ng
depl oyed sooner.

Even today, |LECs approach depl oynent of these technol ogies with
their nonopoly nmentality—a risk-free regi ne of guaranteed
profits and return on investnent. That sinply is not how

conmpetitive markets work, and it is not the way to bring advanced




tel ecommuni cations to market rapidly. Mreover, policy nmakers
need to understand they have little | everage to change this
mentality - the | LECs nonopoly business incentives drive themto
mai ntai n the status quo. They will not junp at regul atory
demands to junk their existing networks for advanced technol ogi es

even if they were totally deregul at ed.

In contrast, CLECs, like Covad, are willing and able to take the
risk to bring advanced networks to market. What we need is for
the regulators to stand tall and nake the ILECs conply with the
law. American consuners deserve a real advanced

t el ecommuni cati ons future and not the “take-it-or-leave-it”
tariff nentality that has traditionally dom nated | LEC service

of feri ngs.

Therefore, | urge the policy nmakers at the federal and state

| evel to exam ne the conduct and policies of the ILECs in their
dealings with CLECs |ike Covad who seek to provide broadband
digital teleconmunications services on a conpetitive basis. Mire
specifically, the policy nakers should: (a) require reform of

| LEC physical collocation practices; (b) ensure actual,

nondi scrim natory access to unbundl ed | ocal |oops that support
xDSL services and that these | oops are offered at just and
reasonabl e rates, terns and conditions; (c) renove the archaic

restrictions on the functionality of equiprment that may be




collocated in ILEC central offices e.g., conpact, state of the
art equi prent that can provide high speed data services; (d)
ensure nondi scrim natory access to operations support systens;
and (e) require conpetitive business |evel interconnection
agreenents. | believe that if ILECs faithfully and fully

i mpl ement such steps, conpetitive providers of advanced services
like Covad will energe in all parts of the country, and advanced
data services as envisioned in the Tel econmuni cati ons Act of 1996

will be the reality.

Until these steps are taken, responsibility for delay in the

depl oynment of advanced tel econmuni cati ons services mnust be
directed at the boardroons and | egal departnments of the |LEGCs

t hensel ves, and not at the fundanental structure of the 1996 Act.

I will now address each step in detail

I1l. Steps Necessary for Competition in Advanced Broadband

Services

Covad can build high-speed DSL networks throughout the |LECs’
service territory if the ILECs would fully and faithfully

i mpl ement the unbundling and col | ocati on provisions of the Act.
What stands in the way of the availability of DSL services “to
all Anericans” is not the 1996 Act, but the fact that the 1996
Act’s provisions have not been fully or faithfully inplenmented by

the | LEGs.




A. ILEC Physical Collocation Practices Must be Reformed

CLECs such as Covad must physically collocate their equipnent in
| LEC central offices in order to provide DSL-based

t el ecommuni cati ons services on a fully-conpetitive basis. As a
result, the goals of Section 706 of the 1996 Act will be served
if the policy makers takes specific steps to ensure that physical
col |l ocation space for CLEC DSL equipnent is readily available in
all central offices at parity with the ILECs placenent of its
own equi prent and foll owing a cage-1less coll ocation nodel created

by CLECs as they collocate in other CLECs’ central offices.

The rates, terns and conditions of physical collocation are the
critical elenents in determ ni ng whet her Covad’s network is
limted to high-density, urban areas or will it extend to

| owdensity residential and even rural areas. It’s been four
years since the FCCs original order on collocation was rel eased
and we still have many issues that are yet to be addressed. |
therefore recomend that the FCC act expeditiously on pendi ng
petitions in those dockets, sonme of which are al nost four years
old, and ensure that pro-conpetitive terns for physical

coll ocation are included.

A particularly galling fact about current |LEC physical




collocation practices is that nost of the tine and expense
involved in collocation is wholly unnecessary. |LECs generally

i nsist that when a CLEC requests collocation, the CLEC nust pay
for the construction of an el aborate “cage” i nfrastructure—a
someti mes nmassive construction project that takes weeks, costs
hundr eds of thousands of dollars, and oftentines invol ves
asbestos renoval, air conditioning upgrades and new bat hroons for
the central office. These cages are large and inposing, ceiling
to ground, 10 X 10 foot enclosures that are placed under |ock and
key. However, the advanced, next generation equi prent Covad
seeks to collocate is generally no larger then a night stand.
Requiring that el aborate and expensive cages surround this

equi prment is ludicrous, and increases the costs of CLEC entry and
makes it uneconom cal for CLECs to enter |ess densely popul ated

residential and rural areas.

| cannot stress enough the inpact that |LEC physical collocation
practices have upon providers |ike Covad. Covad requires

bl anket” coverage in residential areas—to provide tel ecormuti ng
and | SP services. For instance, to provide services in the San
Franci sco Bay Area, Covad will eventually collocate in nore than
70 central offices, a network will stretch fromthe beaches to
the nountains. Simlar |evels of collocation are needed in

mar kets such as Boston and Washi ngton, DC, and even nore

collocation is needed in New York




W despread, conpetitive broadband depl oynent can only be realized
if ILECs are required to reformtheir nedieval, cage-based

physi cal collocation practices in a manner that woul d provide
CLECs with nore cost-effective and rapid collocation solutions

i ncl udi ng cage-|ess physical collocation.

The cost of traditional, cage-based collocation, often running up
to $200, 000 per office—which includes the cost of a cage and
related infrastructure inprovenents that is inflected on the
first CLEC that coll ocates—is generally unnecessary and wast ef ul
and al so creates an artificial scarcity of central office space.
Covad has found that in as nany as 15-20% of the central offices
it seeks to collocate i n—even and especially anpong residenti al

of fices in which Covad woul d be the first collocator—ILECs claim

that no space is available for physical collocation.

These “no-space” assertions create conpetitive barriers because

| LECs do not face the sane exclusion fromthe central office when
t hey place DSL equi pnent, cage-free, in those very same centra

of fices. For exanple, although some of Covad’s coll ocation
appl i cati ons have been denied in sone Bay Area offices, Pacific
Bel | has since begun to provide DSL services fromthose

of fices—indicating that there is indeed space for DSL centra

of fice equi pnent, just not roomfor a cage.

Because our business plan involves offering “bl anket” services to




entire nmetropolitan areas, Covad inmediately felt the unnecessary
burden of the I LECs’ cage-based collocation practices. But

nati onwi de demand for collocation has increased dramatically

si nce passage of the 1996 Act, and the Eighth G rcuit’s decision
to require CLECs to “conbi ne” unbundl ed network el ements can be
expected to increase collocation demand even further. As a
result, current |LEC physical collocation practices are
unnecessarily delaying the availability of innovative services to
consunmers. In addition, ILEC practices are naking it so that a
signi ficant percentage of Anerican residential neighborhoods and
rural areas may never see the benefits facilities-based, DSL-Ioop

conpetitors.

Covad has, with varying success, explored other alternative forns
of physical collocation with the ILECs, including “cage-|ess”
physi cal collocation. Adoption of “cage-Iless” physica
collocation would permt CLECs to collocate DSL equi pnent in the
| LEC central office in the same manner that the |ILEC places its
own DSL equi prment in the office, subject to reasonable security
arrangenents such as card-entry systens and vi deo caneras. Covad
bel i eves that only cage-1ess physical collocation provides CLECs

with true parity in collocating equipnent.

Based on its experience, Covad believes that cage-Iless physical




collocation can be carried out by an ILECin forty-five days and
for non-recurring charges of |ess than $10, 000 per office.
Conpared to nore than one hundred days and $100,000 or nore for
cage-based collocation, it is easy to see that cage-less physical
collocation will pronmpt collocation by Covad and other CLECs in
resi dential nei ghborhoods with far snaller popul ations that would
be too expensive to serve under cage-based physical collocation.
Not only can cage-less physical collocation solve the probl em of
t he 15-20% of nei ghborhoods that are currently denied further
facilities-based conpetition, cage-less also makes it possible
for a CLEC like Covad to enter new markets rapidly and

i mmedi ately serve bandw dth needs in those nei ghborhoods.

Cage- |l ess physical collocation is clearly feasible. |Indeed,
cage-|l ess arrangenments are conmon between CLECs today when they
col |l ocate equi pnment on each other’s prem ses. Divestiture-era
cage-|l ess arrangenents between | LECs and AT&T remain in place in

several central offices today.

In my opinion, the cost and tine difference between nedi eval,
cage- based col |l ocati on and nodern, cage-less collocation is the
di fference between facilities based entry in downtown WAshi ngton
DC and Bozenan, Montana. Reducing the effective cost factor of
collocation ten tinmes would facilitate physical collocation in

smal l er, residential and rural areas.




B. DSL-compatible Local Loops Must Actually be Available on
Rates, Terms and Conditions that are Just, Reasonable and

Nondiscriminatory

Covad’s business relies on obtaining fromthe | LEC unbundl ed

| oops conditioned to support DSL and other digital services.
Unfortunately, the actual availability of DSL-conpatible |oops on
an unbundl ed basis fromILECs is uncertain at best. Although
unbundl ed DSL conpati bl e | oops has been the ‘law of the |and

si nce August 1996 when first ordered by the FCC and | ater upheld
by the 8" Circuit court, blatant non-conpliance with this rule

is rife throughout the country. And even when these |oops are
avail able, rates, ternms and conditions vary. Therefore we
request that the FCC investigate |LEC full conpliance with the

Order expeditiously.

Because of our business focus on DSL, Covad has di scovered (to
its dismay) that ILECs are routinely not making | oops certified
to support DSL services available to CLECs. |ndeed, Bel

Atl antic does not provide any CLEC with access to | oops certified
to support ADSL and HDSL services in any of its service
territories. As a businessman, it is startling to find out that
an American conpany such as Bell Atlantic is not only pernmtted
to get amay with this non-conpliance and that they have no second

t hought s about asking for even nore




Covad has nade it a priority to break up this DSL-1oop |ogjam and
Bell Atlantic has fought Covad at every step. After nonths of

| abori ous negotiations, Covad and Bell Atlantic |ast Decenber

si gned one of the few agreenents that eventually will allow Covad
to obtain access to DSL-conpatible | oops in New York. However,
when Covad sought to expand that process to other Bell Atlantic
states, Bell Atlantic resisted. As a result, Covad was required
to file for arbitration on this very sane issue in Massachusetts
only two nonths after the New York Agreenent closed. This
exanple is only one of many that denonstrate the trench warfare
that I LECs engage in with carriers seeking to depl oy broadband

servi ces.

To illustrate the breadth and gall of Bell Atlantic’s efforts to
deny CLECs access to DSL-conpatible | oops, let me read from
I nterconnection Agreenents between Bell Atlantic and what |

believe to be all facilities-based CLECs i n Massachusetts:

The parties acknow edge that ADSL is not currently depl oyed
for use in the BA/Nynex network. BA/Nynex is conducting a
technical trial that is due to be conpleted by the end of
the first quarter of 1997... BA/ Nynex will share its interim
findings and concl usion and consult CLEC regardi ng issues
related to depl oyi ng ADSL...

The conprehensi veness of Bell Atlantic’s efforts to thwart DSL
conmpetition is inpressive—by religiously inserting these clauses

into every Agreenent, Bell Atlantic has denied the citizens of




Massachusetts the dynanmics of a fully-conpetitive nmarket for
advanced, high-speed DSL services. Simlar exclusionary cl auses
perrmeate Bell Atlantic’s negotiated and arbitrated

I nterconnection Agreenents in other states, including New York

Virginia and Maryl and.

Needl ess to say, it would be utterly ridiculous to ever grant

Bell Atlantic regulatory relief with respect to its DSL services
before Bell Atlantic actually provides CLECs with unbundl ed | oops
certified to support DSL services as required by FCC Rul es. The
policy makers woul d be doing nothing but creating another slow

nmovi ng, consuner hostile nonopoly for broadband data services.

In addition, even where DSL-|oops are available, prices for these
| oops vary wi dely—not by a few dollars a nonth, but by factors

of ten. Inlllinois, the nonthly prices for Ameritech ADSL and
HDSL | oops are identical to the nonthly prices for anal og | oops,
ranges from $3.72 to $11.53. Loop rates in Texas are vastly

hi gher, starting at $34.91 in urban areas. As a result, a DSL
loop is nearly ten tines nore expensive in downtown Houston than
i n downtown Chicago. Not even the differences in weather,

geol ogy, the cost of labor, and other cost factors can explain

the radical price differences shown in this chart.

State 2 wire Anal og Loop 2 Wre Digital xDSL | oop




(Hi gh Density Zone) (Hi gh Density Zone)

IL $ 3.72 $ 3.72
MA $ 7.54 $19. 87
X $12. 14 $34.91

Covad firmy believes that the cost of providing | oops certified
to support DSL services is substantially simlar to the cost of
providing | oops certified to support anal og, voice-grade
services. Indeed, |ILECs told the Conmi ssion prior to passage of
the Act that the cost of |oops certified to support BRI-1SDN
services is fundanmentally the sanme as the cost of |oops certified
to support anal og services. Indeed the copper line used to
support DSL is in npbst cases identical to the copper |ine used
for anal og service and that copper |ine has been paid for many
times over by the businesses and residential ratepayers in every

state.

| urge the policy nmakers at the federal and state level to

i nvestigate extensively the availability and prices of

DSL- conpati ble | oops. Al ong with physical collocation, DSL | oop
i ssues are, | believe, the primary stunbling blocks that keep
CLECs like Covad on the sideline in several markets. The
conmpetitive provision of broadband, DSL services will be hanpered

until these ILEC practices are reforned

C. Archaic Restrictions Placed Upon Collocated Equipment




Archaic restrictions on collocated equi pment forces CLECs into
ti me-consuning delay and litigation and al so forbid nore
efficient forms of network design. A clear, national principle
is needed to prevent these delays and inefficiencies. In
particular, the FCCs current rules have pernmtted |ILECs to drag
CLECs into state-by-state, case-by-case deternminations as to
whet her a particul ar piece of equi pmrent may be coll ocated in an
| LEC central office. As aresult, |ILECs are able to add to the
col |l ocati on process another time-consuni ng step that causes CLECs
even further delay in constructing their network. These archaic
rules predate the Act, and were created at a tine when the FCC
wanted to introduce conpetition to only limted segnments of the
mar ket. The Tel econmuni cati ons Act has dramatically expanded
this definition of conpetition into all |ocal narkets, including
those markets sheltered by the FCCin its original rules.
Therefore the FCC should nodify the collocation rules to reflect

the requirenments of the Act.

The wholesale restriction on collocation of all sw tching

equi pment should be re-visited in the Section 706 context. For
exanple, it should not apply to packet-sw tching equi pment, such
state of the art routers and ATM gear from conpani es such as
Cisco, Ascend and Bay Networks . Deploynent of packet-sw tching

equi pnent in I LEC central offices—w thout concern that the |ILEC




will drag it through case-by-case deterninations of the
functionality” of such equi pnent—woul d pernit Covad and ot her
CLEGCs building all-digital, data-oriented networks to freely
utilize custom zed routing and ot her sophisticated functions that

can nmake their networks nore redundant, reliable and efficient.

D. Nondiscriminatory Access to Operations Support Systems

(0SSs)

| nadequat e access in operations support systens (0SSs) is yet
anot her neans to by which conpetition is stifled. In nmany cases,
our interaction with the ILECis in the formof a manual process
but the sane activities by the ILECitself are conpletely

aut omat ed. For exanpl e, when a CLEC places an order today for
unbundl ed | oops or even just a pre-order query of a custoner
record and potential due date, in nany cases the order may have
to be faxed to the ILEC and it can take days to get a return
faxed response to the query. |In other cases we enter our orders
el ectronically in a crude 1970’s era term nal screen, only to
have the I LEC print themout and reenter theminto their interna
termnals, a process that leads to significant transcription
errors. |LEC access to the sane information is inmredi ate and
totally automated. This creates an extrene anticonpetitive
difference in the ability of new entrants seeking to provide

services to custoners. Wat we need to overcone this barrier are




nati onal standards to pronote econonic and efficient handling of
the inter-conmpany traffic and transacti ons needed to transfer
custoners between | ocal carriers. | would like to commend the
FCC for initiating a rulemaking on just this issue on Friday
April 17 but frommy first reports, it did not go far enough. |

t heref ore encourage the FCC to ensure that these OSS neasurenents
conmbi ned with standards actively support robust and sustai nabl e

conmpetition not just another data collection effort.

E. Business-Like Interconnection Agreements

Lastly, interconnection agreenments between CLECs and | LECs
oftentimes lack rigorous enforcenment mechani sns that incent
contract conpliance and provide quick and effective dispute
resolution. For exanple, there are oftentines no effective
penal ti es assessed on the ILECif it misses the date for delivery
of CLEC facilities or unbundled | oops. However, | would bet that
if an ILEC mi sses a delivery to one of its large retail business
custonmers, there are significant comercial penalties enbedded
into these retail business contracts. The solution is to require
the ILEC to include explicit contract |anguage for conpliance

penal ti es and expedited di spute/resol ution processes.

When Covad enters a market, we beconme a mmjor custoner of the

| LEC. Indeed, in many instances the |ILEC m ght not have seen




revenue for that customer but for Covad's entry—such as when we
hook up a person who has just started to tel econmute or when we
initiate service to a small business or library to the Internet.
In a normal business environnent, suppliers treat najor custoners

well. Unfortunately, ILECs do not view CLECs in that way.

IV. The State of Local Competition Two Years After the

Telecommunications Act

Wil e the above steps are, | believe, necessary to pronote robust
conpetition for broadband services, it would be remss to

di scount the inpact that the 1996 Act has al ready had upon the
market. There is no doubt that the Tel ecommuni cati ons Act has
facilitated the gromh of |ocal conpetition. Indeed, Covad woul d
not exist without the collocation and unbundling provisions of
the Act. The Act tore down or reduced many of the legal barriers
that stood in the way. The Tel ecom Act can be viewed as the
roadmap to conpetition for both voice as well as advanced data
services. Already under the Tel ecom Act, custoner needs are

begi nning to reshape the tel ecomuni cations industry and forge
new nodel s for serving the |ocal marketplace.

The first evidence of this phenonenon is the creation -- by CLECs
such as Covad - of the nation’s first |ocal packet-switched
digital teleconmmunications networks -- in direct response to

i ncreased custoner denand for broadband capabilities and advanced

sol uti ons.




Many ALTS nenbers operate state-of-the-art networks with
asynchronous transfer nmode (ATM backbones that support both ATM
and frame relay services. |In fact, CLECs today are anong the

nation’s | eadi ng providers of frame rel ay.

To truly appreciate our progress, consider the great challenges
we face. This has rightly been called a great business but not
an easy one. Getting started effectively neans goi ng
head-to-head with a financially potent nonopoly. Al
facilities-based CLECs, such as Covad, mnust obtain

i nterconnection agreenents with the nonopoly, a process which can
take over nine nmonths. From an operational standpoint, the CLEC
and | LEC nust work together on a day-to-day basis regarding

coll ocation and access to unbundl ed network el enents.

Moreover, facilities-based conpetition is highly capital
intensive at the outset. Once the facilities are depl oyed,
profitability hinges on achieving significant, vol une dependent
econom es of scale which can only occur with a significant base
of custoners. Custoners expect and denmand high | evel s of
performance and reliability in order to | eave the confort of the
ILEC. And finally, conpetitors nust contend with a perpl exing
array of multi-tiered regulation at the local, state and federa

| evel s.




Yet, in a remarkably short tinme, the CLEC i ndustry has scored

i npressive gains in bringing services and choice to the |ocal

mar ket pl ace. Today, there are over 100 conpetitive |ocal
entrants, including both facilities-based and resal e providers.
Thi s nunber continues to grow and new Initial Public Oferings
continue to be announced. Wall Street has viewed this emerging
sector of the market as the future growth of tel econmunications.

I ndustry revenue reached $2. 7B | ast year. Although relative
newconers, the CLECs cl osed 1997 with 1.4M access |ines and

anal ysts projected that this growh will double in 1998 to over
3Mlines. Finally, as the |eading indicator of Wall Street’s
confidence, the CLECs have raised over $14B in capital since the
Tel ecom Act was passed. By contrast, for the four years prior to
the Act, ALTS nenbers only raised $2B. In other words, thanks in
part to the proconpetitive policies of the Tel ecom Act, CLECs

were able to raise seven tinmes the noney in half the tine.

Neverthel ess, as the | LEC nmarket statistics that foll ow
denmonstrate, the CLECs still have a very long way to go. Today,
while our enterprise value for this energing market is estimated
at $26B, the ILEC enterprise value is $400B. Conpared to our
$2.7B in 1997 revenue, the | LECs had $101B in 1997 revenue.
VWil e our access lines increased to 1.4Min 1997 and continue to

grow dramatically, the ILECs had a total of 161M access |lines, an




i ncrease of over 6M from 1996, and they are projected to increase

in 1998 to over 168M i nes.

These statistics prove that there is pent up demand for new
feature functionality and services in the | ocal

t el ecommuni cati ons sector for all providers, both CLECs and

| LECs, and, further prove that |ILEC growh was not adversely
effected by CLEC entry in the local market, in fact, quarter over
quarter, ILECs continue to report record earnings growh. W
believe it will be possible to further expedite our growth and

t hus speed the day when all Anericans have a choice in |ocal

t el ecommuni cati ons services. Specific actions—such as cage-| ess
physi cal collocati on—woul d have an i medi ate i npact upon the
cost of entry into the market for residential broadband services.
As aresult, it is critical that all participants, including
CLECs, |LECs, and policy nakers at the federal and state |evel,
understand and focus on the inpedinents to progress that |

outl i ned above.

Conpetitive nmarkets do not sinply appear. To nove from a narket
with only one player to a narket of many players, entry nust
occur. The entry process—and the ensuing transition fromthe
nmonopol y environment-- is a process that does not occur

overnight, or even in a few nonths.

Overseeing the transition requires breaking down the current




barriers and avoiding giving the | LECs even nore narket power
than they already hold, i.e., by elinmnating pro-conpetitive
regul atory requirenments prior to robust and sustai nabl e | ocal
conpetition for data services and enabling the ILECs to create

yet anot her nonopoly in the area of advanced data services.

V. Closing

As Chairman Kennard said recently:

Gover nment should not be forced to choose between | ess
regul ati on or nore bandwi dth. The best way to ensure nore
bandwi dth is to encourage | ocal conpetition and sone

regul ations that the Bell conpanies seek to overturn are
desi gned to encourage that conpetition.. Comrunications
Daily of April 17, 1998.

As a result, | urge the policy nmakers at the state and federa
| evel to stay the course of | ocal conpetition with renewed vigor
The conpetitive industry has cone a long way in two years. Qur
success to date is a tribute to Congress, the regulators as well
as to the entrepreneurs who started the business and took the

risks.

But we still have a long way to go. Conpetition will be the only
way to ensure that the advanced data networks American consumers

deserve are actually deployed. Pre-mature |ong-distance entry or
approval of the 706 petitions would reverse the tide of |ocal

conmpetition that is just beginning to evol ve.




Section 706 is a safety valve and was included in the Act to
ensure advancenent of data networks. |If someone can concl usively
prove that advanced data networks are not, can not and will not
be built and that regulation is the reason then section 706 is
the answer to ensure that advanced networks are deployed. | can
tell you today that is NOT a fact—i ndeed, Covad’'s existence is
testanent to the fact that advanced, packet-switched data
comuni cati ons networks are being built today because the demand
exi sts today. Depl oynent of simlar networks would be nore

wi despread to residential neighborhoods and rural areas but the
| LECs thensel ves are withholding the tools necessary for that

depl oynent .

Along with 706, the policy makers can solve these problens by
continuing to utilize the section 271 Iong distance entry carrot
over the ILECs. |In fact, section 271 should be viewed as the
Competition Assurance Provision of the Act. The policy nakers
have so far performed their jobs properly and in a bal anced
fashion in regard to overseeing 271 applications. |If we are to
see these barriers to entry fall, we need to stay the 271 course
and not allow the ILECs to displace the birth of conpetition in
advanced data networks by exclusionary tactics once again in the

| ocal conpetition market.




| mpl ementati on of the solutions to the actions descri bed above
woul d, Covad believes, help bring the conpetitive provision of
broadband di gital tel ecommunications services to residential

mar ket s t hroughout the country. Responsibility for the

seem ngl y-stal |l ed depl oynment of advanced tel ecommuni cati ons
servi ces nust be placed squarely on the ILECs al one. Delay can
be attributed to the absence of a fully-conpetitive

mar ket —creat ed by certain actions of the |ILECs. The goal of the
1996 Act is to pronpte the deploynment of these services to al

Americans in a conpetitive environnent.

Covad believes that American consuners deserve no |l ess than the
nost robustly conpetitive and rival rous “market for

t el ecommuni cati ons bandwi dth” in the world. Blatant barriers to
entry must not be allowed to stand. Failing to ensure a
conmpetitive environnment woul d condem t he depl oynent of cruci al
next -generation digital comunications services to the unfettered
whi s of the | LECs—precisely the opposite of what Congress

i ntended Section Sections 251, 271 and 706 to acconpli sh.

| thank you for this tinme today and wel cone questi ons.




